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A MONTHLY REPORT ON MARYLAND'S ECONOMY

Snapshot Maryland

Economic news lately has been like the weather — unpredictable, at best. One day, there
issunshine al around, including afew positive earnings reports that meet or beat expecta-
tions; the next day, a barrage of gloomy forecasts.

First, some good news. Consider the housing market and related data. Housing construc-
tion rebounded strongly in September to reach its highest level in 16 years. In Maryland,
the housing boom continued, with increases in new home construction and sales of new
and existing homes. Hous-
ing values have also im-
proved substantially in
Maryland, especially inthe
Baltimore and Washington, MD U.S.
DC metro areas. Interest

Labor Market Trends, August 2002
(Percent Change, August 2001 - August 2002)

. Growth of Civilian Labor Force 2.2 0.9
rates are at their lowest :
level infour decades. Thi Employment by Place of Residence 2.2 0.1
hev hg ggr e(r:] hes'h 'S Job Growth (by place of work) -1.3 -0.9
X as helped with the Ou§- Temporary Cash Assistance — Caseload -1.7 -
Ing t_’oom and home refi- Change in Initial Ul Claims 6.5 -39
nancing. Help-wanted Counts -13.9 —
Refinancing hasputalotof = Unemployment Rate (current month, %) 4.2 5.7

cash into the hands of
homeowners, which has helped fuel consumer spending, restaurant sales, the home im-
provement industry and automobile sales. Incentives and zero-percent financing deals
have aso helped fuel automobile sales to their highest levels. Inflation remains low and
under check. Personal incomeis still growing in Maryland, athough the pace has slowed
somewhat. Traffic through BWI Airport continues to grow, health services remains strong
and federal government spending is creating jobs in Maryland.

So, what ailsthe economy? Jobs, jobs, jobs. The report on job losses have become consis-
tent across industry sectors and across the nation. Maryland is now caught in adownward
spiral, athough the state

Unemployment Rate, M D vs. U.S. \;vva; ;Zgugr?ttgrrzgh?\rﬁg

Pe“’:gt August 1999 - August 2002 downturn when the na

: tionfirst entered areces-

6.0 '&VT sion in March 2001. It

50 // A is unlikely the nation

will recover in positive

4.0 - . — —N/ job growth until the end

30 MD | of the year, and Mary-

—UsS land may haveto wait a

20 T few additional months

A ODFA JAODFA JAODFAIJA to begin significant job
Source: Maryland Dept. of Labor, Licensing & Regulation

and U.S. Bureau of Labor Statistics growth. Because state
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Job Losses

Continue
In August, a mere 13 states
registered job growth.
While U.S. job growth is
expected to resume by the
end of the year; states (like
Maryland) that entered the
recession later than the
U.S. are expected to re-
sume job growth early next
year.

Economy Still in
Good Shape (Fed)
The Federal Reserve noted
that historically low interest
rates are supporting U.S.
economic growth, and there
is little risk of falling back
into a second recession.
The Fed expects economic
growth to pick up from its
current pace by the second
half of next year (see Focus

article).

Consumer Spending
and Housing
Remain Strong
In Maryland, consumer
spending (on automobiles,
restaurants and home im-
provements), personal in-
come growth and housing

demand remain strong.
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Jobs and Sectors

Maryland lost 31,000 jobs over the past year — aloss of 1.3
percent of itsjob base — a dight improvement from July’s
joblossrate. Thedropinjobsinthe U.S. was aso high—
near 1.0 percent. In Maryland, job losseswere significantin
construction; manufacturing; transportation, communication

and utilities; whole-
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— asignificant im-
provement. A recently-released report on Maryland's con-
struction sector indicates that the sector may show improve-
ment by the end of the year (see Focus article). The manu-
facturing sector lost 6,400 jobs in August (compared with
thelevel of August 2001), somewhat lessthan therate of job
loss between July 2001and July 2002. Wholesale and retail
trades combined lost 9,500 jobs during the past year, while
the transportation, communications and utilities (TCU) sec-
tor lost 3,600 jobs.

Job losses in business services continued to mount. This
sector lost 19,300 jobs during the past year and the pace of
job losses continues to remain extremely high. The only

Other Economic Indicators

B Job loss remains a major economic concern for Mary-
land. From August 2001 to August 2002, the state lost
1.3 percent of its job base. The state has registered a
continuous— and generally increasing — rate of jobloss
beginning in November 2001.

B Only 13 states showed positivejob growth in August, rang-
ing from 1.3 percent in Nevada to 0.1 percent in Maine
and New Hampshire. All other states and the District of
Columbia registered job losses.

bright spot within the sector is staffing services— the sector
that supplies temporary workers to firms reluctant to hire
full-time employees.

Existing home salesrose 1.2 percent in Maryland during the
past year but fell dlightly in the nation. This remains one of
the strongest sectors of the economy, even in the midst of a
nationwide slump. New auto registrations also rose 4.0 per-
cent in Maryland but remained unchanged nationally. Auto-
mobile manufacturers and dealers are providing significant
incentives — including zero-percent financing deals — at
the end of the 2002 model-year closeout to attract more po-
tential customers to auto showrooms.

Cargo traffic at Baltimore/Washington International Airport
continues to surge. From August 2001 to August 2002 the
airport experienced a 26 percent gain in cargo volume, fol-
lowing a 34 percent gain in July. Passenger volume, how-
ever, fell nearly 11 percent from a year ago, as passengers
remain wary of air travel. Data on the tourism sector were
al down from year ago levels; including the hotel occupancy
rate, welcome center visitors and tax receipts.
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B Maryland's unemployment rate remained significantly
below the national average but the gap is narrowing.

B |nitial claimsfor Ul rose 6.5 percent in Maryland but fell
3.9 percentinthe U.S. from August 2001 to August 2002.
National jobless counts have been bouncing up and down
on aweekly basis, and a clear trend has not emerged.

B The manufacturing sector lost 3.6 percent of its job base
in Maryland and 4.8 percent in the U.S. Average weekly
hoursand earningsin manufacturing industries, however,

(continued on page 3)
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Maryland Leading and Coincident Indices

The Maryland index of leading indicators dipped lower in
August for the third consecutive month, down to 104.0 from
105.2 in the previous month. The leading index was up by
1.4 percent from ayear ago. Only two out of the seven Mary-
land components, including BWI cargo and the stock index,
provided a positive effect in August. None of the national
components yielded a positive effect. While the indicator
has been vacillating since early this year, the three consecu-
tive declines is somewhat troubling, indicating considerable
weaknessin economic activity. Thesetenuoussignsare evi-
dent in the national leading index, down dightly in August
for the third consecutive month, as well, but up 2.0 percent
from ayear ago. The U.S. economy continues to struggle
through atentative recovery.

The coincident index stood at 105.4 in August up from 105.2
in the previous month. The indicator was down by 0.7 per-
cent from ayear ago. The index took back some of the de-
cline suffered in the previous month. On a month-to-month
basis, the tentative nature of the coincident indicator reflects
the fluctuations in the Maryland leading index. In August,
the U.S. coincident indicator was up by 0.1 percent from the
previous month and was also up 0.1 percent from the same
period ayear ago. Month-to-month, the U.S. index has shown
fairly steady improvement since early this year. The data
appear to indicate that Maryland's economy is lagging be-
hind the national economy.
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EconomiC |ndicatOI’S (continued from page 2)

remain strong. In August, Maryland’s weekly hours
reached 41.0 — close to the U.S. average of 41.1.

B Existing home sales rose modestly in Maryland (up 1.2
percent) but fell inthe U.S. (down 3.6 percent) during the
most recent 12-month period. Permitsfor new residential
units, however, fell in Maryland during the August 2001-
August 2002 period.

B |n Maryland, automobile sales rebounded dightly in Au-
gust (up 4.0 percent) after falling in July. New vehicle
registrations have now risen during six of the first eight
months.

B TheMaryland stock index remained 10 percent below the
level of August 2001. Nationally, theindex wasdown 19
percent from ayear ago.

B |nother signsof aweak |abor market, the Baltimore Sun’s
help-wanted count fell nearly 14 percent during the past
year.

Unemployment Rates (Percent)
Not Seasonally Seasonally

Adjusted Adjusted
MD uU.S. MD u.S.
Aug 2002 4.2 5.7 4.3 5.7
Jul 2002 4.2 6.0 4.2 5.9
Aug 2001 4.1 4.9 4.1 4.9

Source: U.S. Bureau of Labor Statistics
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FOCUS: Maryland Business Survey - Construction

The latest edition of the Maryland Business Survey relates
to the construction sector in Maryland and is the second in
the series — ajoint effort by the Maryland Department of
Labor, Licensing and Regulation and the Maryland Depart-
ment of Business and Economic Development. This survey
covered businesses in the area of building, developing and
general contracting (NAICS 236), heavy construction
(NAICS 237) and special trade contractors (NAICS 238).
The survey provides data and analysisfor the entire state, as
well as for the Baltimore Metro area, the Washington, D.C.
Metro area, Western Maryland, Southern Maryland and the
Eastern Shore. The survey was sent to 2,388 businessesin
the three NAICS code classifications. There were 629 us-
able responses. The resulting response rate was 26.3 per-
cent.

The survey shows that Maryland’'s construction sector was
contracting during the six-month period prior to June 2002
(December 2001 to May 2002), a period when the nation’s
economy was showing signs of recovering from the reces-
sion and the Maryland economy had slowed considerably.
In the six-month period prior to June 2002, there was a net
loss of 877 jobs. During that time, 171 firms reported that
they had cut their workforce, compared to 152 firms that
added employees. The remaining 306 firms indicated no
changein employment. Firmsthat downsized cut 2,019 jobs,
while firmsthat expanded added 1,142 jobs, resulting in the
net loss of 877 jobs during that six-month period. The Bal-
timore region and the Washington D.C. region accounted
for nearly al of the net loss in jobs during the six-month
period prior to June 2002. The Baltimore areaindicated a
net loss of 490 positions, while the D.C. areareported a net
loss of 411 positions. On the other hand, Southern Mary-
land showed a net gain of 58 positions between December
2001 and May 2002.

The survey aso shows that the effects of the national reces-
sion are beginning to diminish. During the six-month pe-
riod from July to December 2002, 188 firms plan to add
employees, as compared with only 23 firms that plan cut-

Sn apS h Ot M al’y | an d (continued from page 1)

tax revenues lag job and income growth, most states are ex-
pected to have difficult budget challenges ahead. Almost
every state in the U.S. is currently in a budget shortfall or
expected to experience one.

Along with significant job losses, jobless claims are on the

backs. Itisexpected that expanding firmswill add 1,275 net
jobs while contracting firms will reduce their workforce by
only 159 jobs. In other words, we expect a net addition of
1,116 jobs by December 2002. Specia trade contractors
appear likely to provide the majority of the net increase in
employment (819 jobs) for the July-December 2002 period.
In addition, the heavy construction sector also expects a net
increase of 285 positionsover theperiod. Building construc-
tion, on the other hand, does not appear likely to beat its
prior gains, anticipating arelatively small net increaseinjobs.
During the six-month period from July-December 2002, the
D.C. areais expected to experience afairly strong recovery
with anet gain of 604 positions. The Baltimore areais sec-
ond with anet increase of 355 positions. The Eastern Shore,
Southern Maryland and Western Maryland aso show small
net gains.

When combined with the responses for the previous six
months, the resulting yearlong period shows a net addition
of 239 net new jobsin Maryland's construction sector. Over
this yearlong period, the building construction sector is ex-
pected to have the largest net gain in jobs, at 247. Special
trade contractors indicate a net gain of 111 jobs over the
twelve months, while heavy construction isexpected to have
anet loss of 119 positions. The two periods covered in the
survey suggest that the D.C. area will experience the stron-
gest recovery with the addition of 193 net jobs. Southern
Maryland is a so expected to fare well, with anet increase of
119 jobs over the two periods. The Eastern Shore and West-
ern Maryland indicate some net additions over the yearlong
period. The Baltimore area, however, shows a net loss of
135 positions.

In addition to questionsrel ating to employment, the surveyed
firmswere asked about factorsthat affected their decision to
expand or contract. The respondents indicated that internal
business costs and the availability of labor were the two pri-
mary causes of expansion and contraction in the construc-
tion sector. A significant number of respondents indicated
that labor shortage was a major concern.

rise again, both nationally and in Maryland. If job market
weaknesslingersfor aprolonged period of time, many states
will see unemployment insurance trust funds dwindle. Other
bad news includes continuing job losses in the manufactur-
ing sector, retail trade, transportation and communication

(continued on page 5)
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FOCUS: Uncertainty Abounds

Economic uncertainties may short-circuit the tentative re-
covery. Indeed, consumer, businessand investor confidence
are flagging. While these measures of sentiment tend to
reflect economic conditions rather than significantly influ-
ence the state of the economy, such attitudes can affect the
timing of decisions, especially with the purchase of durable
goods and capital equipment. Thus, confidence can have an
important influence on whether the national economy slips
further or is driven toward growth.

Recent data on househol d attitudesraise concerns. The Con-
ference Board's consumer confidence index fell to 93.3in
September, down for the fourth consecutive month. If con-
sumer sentiment continues to falter, then household spend-
ing, the primary strength of the economy, may not be ableto
sustain itself and, in turn, will erode the outlook for the
economy. Onefactor contributing to the anxiety of the con-
sumer is the bleak labor market. While layoff announce-
ments have slowed, businesses continue to refrain from hir-
ing. If employment conditions deteriorate further, then
households may pull back on spending.

Investors have little to cheer about, as well. Since early
2000, shareholders have seen their wealth decline by some
$7 trillion — down over 40 percent, at least on paper. The
weak economy, corporate accounting problems and the risk
of war or terrorist attacks are the primary factors weighing
down the stock market. These concerns are reflected in the
UBS Index of Investor Optimism that, although rising mod-
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services and business services. Other recent data show that
the nation’s industrial output fell again: machine tools or-
dersfell 25 percent, businessinventories declined and retail
sales fell. In the Metro Washington, DC area, the tragic
sniper attacks have added additional uncertainty to tourist
and retail-based businesses. Other uncertaintiesinclude the
possibility of war, its potential impact on oil supplies and
the potential human and economic costs of war.

Maryland's labor force, as well as the number of employed
persons (by place of residence), grew 2.2 percent — very
strong growth in the midst of a weak economy. The U.S.
labor force grew 0.9 percent from August 2001 to August
2002, while employment rose modestly. Maryland’s unem-
ployment rate (not seasonally adjusted) remained virtually
unchanged over the year at 4.2 percent. The U.S. unem-
ployment rate rose from 4.9 percent a year ago to 5.7 per-

estly for two straight months, remains at avery low level in
comparison to its nearly six-year history of the survey.

With respect to the business sector, whatever bright spots
that may have been emerging earlier thisyear appear to have
been put on hold. The slowdown in economic growth and
the slumping stock market continueto restrain business spend-
ing. If the corporate sector is waiting for the business out-
look to improve, then theindex of leading indicatorsisnot a
good omen. Theleading index hasvacillated over the course
of this year, signaling that the recovery has stalled.

After responding aggressively with 11 interest rate cuts in
2001, the Federal Reserve has refrained from rate cuts this
year. With the target for the federal funds rate aready at a
low 1.75 percent, however, there is not much room for
policymakersto maneuver. Analysts haveindicated that fur-
ther reductions in the interest rate would prevent the Fed
from being able to respond should a financial crisis occur.
In addition, thereisthe question of whether lower rateswould
significantly help provide further stimulusto the bel eaguered
economy since businesses and households still need to make
the decision to spend despite the uncertain conditions.

The fiscal infusion being provided by the federa govern-
ment will, in part, help minimize some of the effects to the
U.S. economy. The increased spending, however, has un-
dermined federal budget conditions.

cent in August 2002. In Maryland, initial claims for unem-
ployment insurance (Ul) rose 6.5 percent inAugust. Tempo-
rary Cash Assistance (TCA) caseload fell 1.7 percent over
the year. Help-wanted counts, however, worsened further.
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Selected Monthly Economic Indicators

Maryland U.S.
Percent Percent Percent Percent
Change Change Change Change
Aug Jul FromLast Aug FromLast Aug Jul FromLast Aug FromLast
I ndicator 2002 2002  Month 2001 Y 2002 2002  Month 2001 Y
Labor Market
Labor Force (U.S. in Thousands) 2,929,233 2,960,813 -1.1 2,864,786 2.2 143,176 143,885 -0.5 141,862 0.9
Employment (U.S. in Thousands) 2,806,585 2,835,820 -1.0 2,747,414 2.2 135,028 135,289 -0.2 134,905 0.1
Unemployment Rate 4.2 4.2 0.0 4.1 24 5.7 6.0 -5.0 4.9 16.3
Sun Help-Wanted Counts, Baltimore MSA 16,922 19,785 -145 19,650 -13.9
Initial Claims for Unemployment Insurance 18,390 18,787 -21 17,261 6.5 1,396,488 1,892,000 -26.2 1,452,683 -3.9
TCA Caseload 28,854 28,254 21 29,359 -1.7
TCA Cases Closed 3,178 3,248 -2.2 2,961 7.3
Jobsand Sectors
Total Non-Agricultural Employment (Thousands) 2,428.0 2,428.4 0.0 2,459.0 -1.3 130,673 130,589 0.1 131,797 -0.9
Construction (Thousands) 165.2 162.1 1.9 168.7 21 6,863 6,851 0.2 7,002 -2.0
Manufacturing (Thousands) 171.6 172.1 -0.3 178.0 -3.6 16,779 16,749 0.2 17,629 -4.8
FIRE (Thousands) 142.4 143.0 -0.4 1445 -15 7,815 7,813 0.0 7,797 0.2
TCU (Thousands) 113.8 113.4 0.4 117.4 -31 6,754 6,764 -0.1 7,075 -4.5
Trade (Thousands) 552.6 555.1 -05 562.1 -1.7 30,159 30,176 -0.1 30,509 -11
Services (Thousands) 869.2 870.8 -0.2 881.3 -1.4 41,628 41,582 0.1 41,374 0.6
Business (Thousands) 188.2 187.3 0.5 207.5 -9.3 9,470 9,368 11 9,629 -1.6
Health (Thousands) 207.9 207.6 0.1 203.0 2.4 10,737 10,715 0.2 10,446 2.8
Government (Thousands) 4115 410.2 0.3 405.4 15 20,110 20,095 0.1 19,830 14
Average Weekly Earnings ($) 668.71  666.58 0.3 615.78 8.6 629.24  614.98 2.3 609.00 3.3
Average Weekly Hours 41.0 41.3 -0.7 40.3 1.7 41.1 40.3 2.0 40.9 0.5
Businessand Consumer M arkets
BW!I Cargo (Metric Tons) 21,935 19539 123 17,371 26.3
BWI Passengers (Millions) 1.86 1.82 2.3 2.09 -11.2
Electric Meters Installed, Commercial* 111 190 -41.6 109 1.8
Electric Meters Installed, Residential® 684 980 -30.2 900 -24.0
Electricity Sales, Commercia (Millions of kWh)* 167 145 15.0 1.62 31
Electricity Sales, Residential (Millions of kWh)?* 117 0.78 48.8 1.04 127
Existing Home Sales (U.S. in Thousands) 8,042 7,936 13 7,949 1.2 539 536 0.6 559 -3.6
New Auto Registration 38,965 30,367 28.3 37,452 40 1,426,631 1,507,596 -54 1,431,168 -0.3
New Residential Permits Authorized 2,224 2517 -11.6 2,467 -9.9 150,447 157,340 -4.4 148,486 13
I ndexes
Leading Index 104.0 105.2 -11 102.5 14 111.8 112.0 -0.2 109.6 2.0
Help-Wanted Index 75.5 88.3 -14.5 87.7 -13.9 41 44 -6.8 52 -21.2
CPI N/A 1134 N/A N/A N/A 180.7 180.1 0.3 1775 18
Stock Index 183.5 180.9 14 204.0 -10.0 916.1 911.6 05 11336 -19.2
Tourism
Hotel/ Motel Occupancy Rate (%) 73.9 73.8 0.1 75.4 -2.0
State Welcome Center Visitors 257,271 271,893 -54 265223 -3.0
Amusement & Admission Tax (Millions of Dollars)  5.57 6.16 -9.6 5.98 -6.9
Hotel /Motel Sales Tax (Millions of Dollars) 6.38 5.79 10.2 6.53 -2.3
Notes:
! BGE data are for June 2002.
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